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SURVEY OF CURRENT BUSINESS

1971 Plant and Equipment Programs Moderately
Reduced From Earlier Plans

Business eapital spending programs
for 1971 have been resised modertely
downward agnin, The expeeted rise from
1970 as reported in August &= 2.2 per-
cent, a4 against 27 pereent expoeted in
May and 4.4 pereent in February,
Spending rose at an annual rate of
F2.3 billion in the second guarter and
expeetations are for g $0L8 billion risc
thi= quarter with litthe further change in
the fourth quarier.

BUSINESSMEN plan to spend $81.4

billion! on new plant and equipment
| {1

in 1971, according to the survey con-
dueted i late July and August by
the Office of Business Economics and
the Securities and Exchange Commis-
sion, The projected 2.2 pereent rise in
1971 compares with actual inereases of
5.8 percent in 1970 and 11.5 percent
i 1969, Virtually all of the reports for
the survey were completed before the
President's August 15 announcement
of changes in economic policies,

Actual ontlays in the second quarter
of 1971 were at a seasonally adjusted
annual 1ate of $81.6 hillien, up $2.:
billiom or 3 from the first
quarter; the advance from the fourth
quarter to the first was about 1 pereent,
Outlays in the third quarter are pro-
jected Lo rise S0.8 billion 1o 8824
billion, but little change is projeetod
for the final quarter of the year,

el

The latest findings show a projection
for the year that is about $400 million
lower than the projection reported in
the May survey and about £1.7 billion
lower than that reported in February,
The revision of expectations for (he
year 1971 eenters in manufacturing,

1. Ths expectatlons fgires hawe hoon nchjusioed for system-
mifo bases in sirvey responses (footnote 2, table 41, Before
ﬂnlﬁllﬁllnl'llr. 1T exponeditioreg wors oxpestod o e £25.0
billioay far all Bndustries, £30LT bllbon for mantiednetarbng wisd
606 billien for nonmoanufeturing, The sdjusimenls wepe
applled sepmrately to wmch mnjir liviusiry: their net efTect
wibd 16 deerase the manufaciorbing total by 8008 iHan g
Lo mafes dhe nongmanfaed i tolal by 808 b,

where downward revisions have boeen
widespread (see table 1), The sharpest
cutbacks are by producers of aircraft,
stone, clay, and glass, and paper. In
nonmanufncturing, downward revisions
were reported for the eommunications,
railroad, and “other transportation”
mdustries but these were offset by up-
ward revisions for mining, electric util-

ities, and  “‘commercinl and other”
categories,

Table 1.—Plant snd Equipment Expendi-
tures, Annual Percent Change 1970=71
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Annual investmenl! programs

Nonmanufacturing  industries  pro-
ject un aggregate 74 percent increase
in spending from 1970 to 1971, while a
decline of 6 percent is expected by
manufacturers. The strongest  non-
manufacturing inereases are 23 percent
for eleetric utility firms and 10 percent
for mining companies, Communication
companies expect an inerease of 9 per-
cent and both the “commerical and
other” group and transportation firms
other than rail and air carriers expect to
raise capital spending about 8 percent,
In the latter group, pipeline compunics
are projecting very sharp increases,
Airlines and railvoads expect decreases
of 30 percent and 8 percent, respec-
tively, while gas utilities are projecting
u 3 percent decline,

Manufacturers of durable goods ex-
pect 0 9 percent decline in capital
outlays this year and nondurable goods
producers a 2 percent decline, Pro-
dueers of ron amd steel, sireraft, non-
electrical machinery, paper products,
and rubber products project declines
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ranging between 15 pereent and 30
percent. Smaller declines are projected
by the nonferrous metal, motor vehicle,
eleetrical  machinery, food-beverage,
and stone, clay, and glass industries,
Tnerpases are expected by manufae-
turers of petroleum (7 pereent), textiles
(4 percent), and “other nondurable
goods" (3 percent),

Investment determinanis

In recent months, the factors believed
to be influential determinants of near-
term  investment  have continued Lo
show the mixed pattern which charac-
terized the first half of the year. The
volume of eeonomic wetivity, profits,
and cash flow were improving, which
should tend to support a rising rate of
capital expenditures. In addition, in-
terest rates were well below the mid-
1970 levels. The major negative factor
was the low rate of capacity utilization
in manufacturing. The latest OBE-
SEC survey found a further drop in
the proportion  of  manufacturers'
facilities considered inadegunte to meet
produetion requirements over the next

Table 2.=Manufacturers’ Evaluation of Their Capacity

(Pereent distribution of gross capital assets)!

15

12 months (table 2} and significant
the both of
manufacturing  investment  projects
started and the carryover on projects
underway (table 3). However, the
introduction of liberalized de-
preciation procedures and implementa-
tion of the
announeed

declines  in value W

rescen

new  economic  policies
by the President on
Augnst 15, particularly the proposed
investment tex eredit Tor capital oquip-
ment, should have o strenglhening
effect on capital expenditures during
the next year,

Semianroial pul lerns

Capital spending in the first hall of
1971 was up only fractionally from the
second hall of 1970 and ap about 1%
percent from the first half of 1970,
Almost  all  manufacturing  industries
reported smaller outlays in the first
hall of 1971 than in the second half of
1970, In nonmanulacturing, first half

A e o SRR
Manufacturers’ Evaluation of
Existing Capacity*

Pareant of Capital Asets Held by Respondents Reporling —
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outlnys were buoyed by increases for
alectric wiilities, communications, min.
ing, commerciol companies, snd frans-
portation firms other than ruil nnd air.
Airlines showed n sharp drop in capital
sponding in the first hali of 1971.
Spending in the second half of 1971
ia expected io be up nbout 2% porcent
[roin the Arst half. Noonmanulacturing
industries expeet an increase of 4X
pereent, with the largest advance (11
jprercent) scheduled by electric utilities,
Spending by manufucturers is expected
to drop L percend from the first hall to
the sacordd, with durable goods pro-
ducers planning a 2% parcent increase
nnid nondurabies firms expecling a ¢
percent decline. In the durable goods
cabegory, increwses are projected by
the stone, clay, and glass, motor vehicle,
clectrical machinery, mud “other Jur-
able goods” industries. In nondurables,
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the deeline in the secotnd hall is atteiby-
table to the fand-bevorage, pajper, petro-
leum, rubber, and ‘fother nondurables™
industries.

Manufactirers’ copacity emelealion

Monulacturers' avalurtions of their
capneity, toking into nccount prospee-
tive sales over the noxe 12 months, indi-
cale n {urther shorp reduction between
March 31 snd June 30 in the need for
morg [acilities. Companies owning 30
percent of total fxed assets in monu-
fncturing reported that they need maore
fncilities, s ngoinst 33 percent in
Mareh and 42 porcont in June 1670
{tabla 2}, A deeline betwesn Muoreh
andl Jupe in the need [or ndditional
Incilities was reported by nall major
manulacluring groupa except the pebro-
lewm industey. The metel [abricwor
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grou reported n particuladdy sharp
thecline.

Compenies raporting capacity in ex-
cest of ewrent and nesr-term needs
accounted for 9 percent of total fixed
azsats ab June 30, up 2 percentage
points from Marveh 31 ood 3 pereentoge
points [rom June 1970, Facilitics viewar
ns “‘about - adequats” as of Junes 30
tepresented 61 pereent of manufue-
turers’ fixed assets, up from 60 pereent
3 months earlier -and 52 percont 12
months earliar.

Sterts and carryover

Investment projects startad by man-
ufacturers during the second quarter
totaled $6.5 billion, ofltor eeasonal
adjustment, down 2 pereent lrom the
first quarter {tabla 3). Durable ponda
wanulecborers reporied a 13 percent

Toble 3.—Starts und Carryorcr of Plant and Equipmeant ProJoots, Manufachering and Public Utilitles, 1968-71
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deoline but nondurable goods pro-
ducers showed an incrense of 8 percent.

The velus of new projects staried Ly
manufacturers was smaller than their
capital expenditures in the second
quarter, sc that carryever—ie., the
amounts still to be spent on plant snd
equipment projects already underway—
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declined ; this was the fifth consecutive
guarterly decline. Monufacturers’ carry-
gver of $19.3 billien {sensonally ad-
justed) at June 30 wos down $1 billion
from March 31 snd %5.5 billion Irom
June 30, 1970. Declines in carcyover
were widespread among major in-
dustries.

17

New projects atarted by public utili-
ties in the second quarter hed & volue
of 34.4 billien, down 13 percent from
tha record set in the first quarter.
Carryover rose to $20.8 billion st Juns
30, an incresse of 700 million from
March 31 and of 3.5 billien from
June 30, 1970,

Table + —Expenditures for New Plant and Equipment by U, 5. Business,! 1960-78
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